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N all this matter of peace, there is a question of emphasis. 

To speak for peace movements, for peace principles or 
peace organizations is not necessarily to be a pacifist in the 
opprobrious sense of that term. To imagine that one is 
either a pacifist or a militarist is equally silly. The princi- 
ples of peace organization are entirely compatible with sound 
patriotism and a determination to maintain for this country 
an adequate national defense. The choice, in fine, is not 
between armies and navies or no-armies and no-navies, but 
rather centers about what use shall be made of the means 
of adequate defense and under what conditions. 

Every member of The Catholic Association for Interna- 
tional Peace, for example, believes in the right of self-de- 
fense, both for the individual citizen as well as for the na- 
tion. That right flows from perfectly clear precept of nat- 
ural ethics and Christian practice. What most members of 
the Association do desire to emphasize, however, is not only 
the undeniable right of self-defense, but the obligation which 
devolves upon citizens and upon the nation conscientiously to 
fulfill all those conditions which alone justify an appeal to 
force in the settlement of international disputes. 

Can any well-informed person contend that Catholic 
moralists, pastors, teachers or theologians have failed ade- 
quately to inculcate a profound love of country and the 
duty of defending the nation against any unjust aggression 
on the part of a foreign power as well as against any in- 
sidious, subversive agitation on the part of domestic agi- 
tators? While radical pacifist and Communistic groups 
flourish unmolested in the shadow of our great State Uni- 
versities and privately endowed schools, do you ever hear of 
conscientious objectors at Georgetown University, Fordham, 
Marquette, Notre Dame, or St. Louis? Have not the stu- 
dents in these institutions received some of the highest rat- 
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ings attainable for the efficiency of their R. O. T. C. units and 
other activities connected with the national defense? Can 
the most captious critic contend that our Catholic youth have 
signed in any numbers the petitions, declaring, like the mo- 
tion voted overwhelmingly by the members of the Oxford 
Union at Oxford University, England, that the signatories 
would “never again fight for King and Country?” There are 
no Communist youth cells known to exist on the campuses of 
our Catholic institutions of learning, nor do the Faculty mem- 
bers connive at any student sniping at the legitimate defense 
measures undertaken by the United States War Department. 
Consequently, it is fair to conclude that, generally speak- 
ing, Catholics have thoroughly grasped the obligations of 
citizenship as to the just defense of the national interests. 
Perhaps the whole-hearted patriotism of our Catholic people 
was never given better expression than by the Bishops of the 
Third Plenary Council of Baltimore: 

“Should the inheritance of freedom left us by our coun- 
try’s heroes be imperiled, our Catholic citizens will be found 
to stand forward, as one man, ready to pledge anew their 
lives, their fortunes and their sacred honor.” 

What Catholics may have been somewhat slower to as- 
similate in all its implications is the equally grave obligation 
of insisting on the comprehensive, exact and clear verification 
of all the conditions which sound ethics and Christian mo- 
rality demand must be fulfilled before recourse may be had 
to the bloody arbitrament of the sword. 

Among these conditions we may note with particular em- 
phasis the necessity of exploring every peaceful means of 
settlement in a case where the rights of two nations appear 
to be in conflict. War should be not the first, but “the last 
argument of kings.” In these modern times pacific means of 
solution abound in the international sphere. No nation, 
whether a member of the World Court or the League of Na- 
tions or not, can ignore the fact of these existing, organized, 
semi-permanent institutions for the maintenance of world 
peace. Although the peace machinery is far from perfect, 
it offers facilities for the peaceful settlement of conflict which 
many nations have in fact availed themselves, while even 
these United States of America have not hesitated to partici- 
pate in many of the peace activities which center at Geneva. 
Indeed, the unofficial contacts of this country with the League 
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have been numerous as well as important. To fail to utilize 
any existing and proper means for the preservation of peace, 
let us say, in caseof the threat of actual war, would be a de- 
parture from the principle we have just enunciated, namely 
that of refraining from force as long as hope remains in re- 
course to law or reason. 

The case can be made more specific and concrete. The 
steps intervening, let us say, between a disagreement with 
Japan on the interpretation of the Nine-Power Treaty and 
the actual constitution of a casus belli would be long and nu- 
merous. First of all, every resource of diplomacy would 
have to be exhausted. Then, there would still be room for 
arbitration or, in case the matter were non-juridical but po- 
litical, a commission of mediation could be established with 
members representing both sides of the question. Failing 
these ordinary means, recourse might yet be had to the good 
offices of friendly nations. A sincere effort at mediation, I 
submit, might have postponed, if not averted the World War. 
And in each one of these intermediate steps, “time as well as 
patience are of the essence of the contract.” Haste, im- 
patience, passion have precipitated all too many cases of 
armed conflict. In this connection we would do well to re- 
member the celebrated dictum of Sir James Barrie, apropos 
of Sentimental Tommy, “Impulse is not courage.” Or we 
can take to heart the advice of one of our earliest American 
statesmen: 


What a fearful responsibility is involved in a declaration of war! 
Were this realized with what deep and trembling solicitude would the 
question of peace or war be discussed—what numerous expedients and 
sacrifices would be proposed to avert the necessitv of mutual slaughter 
and with what hesitation and grief would hostilities be at last com- 
menced? But alas! When has a patient and conscientious inquiry 
into the justice and necessity of war preceded its declaration? Instead 
of calm investigation and equitable and conciliatory propositions, we 
have lofty demands, fierce denunciations, proud references to our own 
strength and inflammatory appeals to the passions of the populace. 
Pride, revenge, the acquisition of territory or some supposed political 
advantage, are in general the true (and only) causes of an offensive 
war, while those set forth in the declaration usually aggravate its guilt 
by the addition of falsehood. 


The classic example in our own history of a failure to 
place the proper emphasis in this matter of war and peace 
occurred in the course of our disagreement with Spain at the 
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end of the last century. The “Yellow Press,” as usual was 
loud in its denunciation of Spain and eager to have us vindi- 
cate our rights by force of arms. These desires were couched 
in the most inflammatory, provocative language. In the wave 
of mass-hysteria that passed over the nation, how many were 
there courageous enough to call attention to the fact that 
Spain had acceded to every one of our demands and that, as 
a result of these concessions, there was not the slightest 
ground for a declaration of war. No wonder President Mc- 
Kinley paced the floor of his room the night before the open- 
ing of hostilities! Our Minister at Madrid, Stewart Lyndon 
Woodford, who had received the concessions from the Span- 
ish Government on every point at issue, was horror-struck to 
think that our Government in Washington was still being 
rushed into battle. Spain was willing to arbitrate every point 
in question. In refusing this peaceful solution of difficulties 
we were outraging the code of international ethics and expos- 
ing the national conscience to the guilt of a serious crime 
against the Divinely constituted moral order. We cannot 
rectify the wrong now, but we can recognize the right princi- 
ple. There are Commandments for nations as well as indi- 
viduals and when disputes, which could be settled in courts 
of law or arbitration, are thrown into the bloody arena of 
war, both Government and people, responsible for the deci- 
sion, are dedicating themselves not to heroic self-defense, 
but to an act of collective murder. 

In summing up the five conditions necessary and sufficient 
to justify a state in entering upon war, the Ethics Committee 
of the Catholic Association for International Peace does not 
hesitate to add: 

“In few, if any, modern wars have all these conditions 
been observed by the nations which initiated hostilities. In- 
deed, an honest attempt to observe all these conditions would 
make war practically impossible.” 

The responsibility involved in a declaration of war has 
become even greater in recent times, because war has become 
much more than a series of acts of physical violence. War 
is no longer a matter of armies; it includes every resource of 
the country as well as every man, woman and child in the 
nation. ‘The nation in arms” has become a reality. Under 
conditions of modern warfare, therefore, the contest at the 
front has its counterpart in the campaign at home. Propa- 
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ganda is a term that came into common use in the last war. 
Since then its uses and its terrible possibilities have been 
magnified and intensified. It is capable of initiating and 
maintaining a campaign of misrepresentation, falsehood and 
downright lying in order to goad on the civilian population to 
support the war. Not only is there apt to be a conscription 
of the individual conscience, which throttles freedom of 
speech and penalizes critical analysis of the purpose and 
methods of warfare, but also a colossal attempt to instill into 
the hearts of men, women and children bitter hatred for the 
enemy-nation. Propaganda almost attained the status of a 
fine art during the World War and, as a result, many preju- 
dices and animosities, then excited, are still being exploited 
and acting as a deadly poison in the social organism. In 
proportion as blind, unreasoning, fanatical hatred, deliber- 
ately fostered and intensified, becomes inseparable from the 
conduct of modern war, to that extent does the ethical justi- 
fication of such a war become more and more a matter of grave 
doubt, demanding the searching scrutiny of the national con- 
science. In short, the question may very well arise whether 


- the moral evils or, if you will, abuses of armed conflict do not 


threaten to overshadow the physical damage done to life and 
property. This will be true, so long as war is more than an 
affair of machine-guns, artillery and bayonets, involving a 
wholesale, planned blasting of reputation, a gigantic traduc- 
ing of national character, slander against thousands of men 
and women that the Gospels teach us are our neighbors. Cer- 
tainly, one would be safe in concluding that the added malice 
of this new factor renders more and more imperative a due 
insistence not on the right to go to war, but on the need of 
subjecting to careful scrutiny every alleged ground of dis- 
agreement as well as an exhaustive effort to find and utilize 
every means of warless settlement. Among nations, as among 
individuals, there should be a less vehement assertion of 
rights and a wider, a more intelligent and a more consci- 
entious recognition of duties. Only in that way, will we 
achieve the correct perspective on the ethical principles which 
should motivate our thinking on the obligations of peace 
and on the moral evils which attend the physical violence let 
lose by war. 

Great warrior that he was, Marshal Ferdinand Foch, un- 
derstood that war was by no means an end in itself. Speak- 
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ing on the anniversary of Napoleon’s death, he gave a lesson 
to humanity: 

“Napoleon forgot that a man cannot be God; that beyond 
the individual there is the nation; that beyond men there is 
morale; and that war is not the supreme goal, for beyond 
that there is peace.” 


The Morality of the Holding 
Companies 
A ProFEssoR EMERITUS OF ETHICS 


Reprinted from the Modern Schoolman (St. Louis), May, 1934. 


OBODY who has any knowledge of the causes which 

have produced the depression under which our coun- 
try has been suffering for the last four years can deny that 
the practices of many holding companies are not the least 
of these causes. Judge Evan A. Evans, in a decision handed 
down in the District Court of the United States for the 
Northern District of Illinois, Eastern Division, on Decem- 
ber 22, 1933, inserted the following severe condemnation: 


Neither the genus, the holding company, nor the species, the in- 
vestment trust, can find justification for legal existence. Their unfortu- 
nate presence in our midst is due to the desire of states to secure 
revenue, and the race of the states has been one of laxity and not one 
of diligence. 


The voices condemning the holding company are increasing 
in loudness and number; but they are countered by equally 
strong declarations in its defense. What is the truth? 

Let us first explain two definitions of the holding com- 
pany proposed by authorities in law and economics. 

Mr. John T. Flynn in his “Investment Trusts Gone 
Wrong” gives a rather lengthy description which we can boil 
down to the following sentence: “A holding company is an 
organization for profit which either by mere consent of the 
members composing it or by a legal charter is empowered to 
hold stocks in other corporations and holds these stocks for 
the purpose of controlling these corporations.” Professors 
Bonbright and Means of Columbia University agree in sub- 
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stance with this definition when they say that “a holding 
company is any company incorporated or unincorporated 
which is in a position to control, or materially to influence, 
the management of one or more other-companies by virtue, in 
part at least, of its ownership of securities in the other com- 
pany or companies.” We do not mention other definitions, 
which being incomplete, are applicable to business organiza- 
tions that are far from being holding companies, or add an 
element neither necessary nor common to all holding com- 
panies, e. g., the definition given in the “Encyclopedia Bri- 
tannica.” 

The following elements are necessary for a holding com- 
pany in the strict sense as distinct from other business or- 
ganizations. First of all, it is an organization distinct from 
the companies over which it has control and from which it 
secures profits. Hence if a certain number of shareholders 
of one and the same company pool their shares for the pur- 
pose of dictating the policy and controlling the management 
of that company, this group would not be a holding com- 
pany. A holding company aims at partaking in the gains of 
other organizations. Secondly, as such, it does not produce 
or distribute economic wealth or public utilities; these func- 
tions it leaves to the companies over which it has control. It 
is true that banks and other corporations may include in their 
activities those of a holding company, as was the case in the 
defunct Guardian Detroit Union Group, which did most of 
the banking business in the city of Detroit. But this is not 
necessary. Thirdly, it need not, and for the purposes of 
evading the Sherman Anti-Trust Law, it does not extinguish 
the corporations put under its control, nor form them all into 
a new unified company, acquiring all their physical property 
and assets and assuming all their liabilities, as is done in the 
outlawed trusts. The corporations retain their individuality 
and operate as separate entities. As Professor Bonbright 
says: “Holding companies themselves do not have direct 
ownership or engage in direct operation of physical proper- 
ties. Holding companies own securities, mostly common vot- 
ing stock, of the corporations which own and operate physical 
property.” 

Fourthly and lastly, to quote the same author again: 
“The aim of the holding company can be sharply dis- 
tinguished from the aim of the ordinary corporation. Its 
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aim is to control policy and men as against the ordinary 
corporate aim of making or selling a commodity or service.” 

Let us notice here that it would be wrong to imagine 
that the “subsidiaries,” i. e., the companies controlled by a 
holding company, are always corporations which make and 
sell commodities or service (“operating companies”). We 
find also super-holding companies among whose subsidiaries 
are other holding companies, and super-super-holding com- 
panies, built on super-holding companies. In fact this pro- 
cess of “pyramiding,” of building holding companies on 
top of others, has been continued in one case at least until one 
giant holding company controlled four out of every five dol- 
lars of an entire State of the Union. 

If next we ask what the ostensible purposes of the hold- 
ing company are, Bonbright enumerates these four: 

(1) To combine two or more hitherto independent com- 
panies under a centralized management and control. 

(2) To combine two or more companies not only under 
a centralized control, but also under a unified financial struc- 
ture. 

(3) To recapitalize the financial structure of one or more 
enterprises through the substitution of the securities of the 
holding company for the securities of the subsidiary com- 
panies. (But in order to do so the holding company must 
have a charter from a State, since only chartered companies 
can issue securities.) 

(4) To pyramid the voting control so as to give the or- 
ganizers of the holding company control over the subsidiaries 
with the minimum amount of investment. 

These purposes are not mutually exclusive; often all four 
of them are exemplified in a single holding company. Of 
course, behind these tangible purposes others may and often 
are concealed, which the holding company wishes to obtain 
by means of these four. 

We consider only the holding company as it exists in this 
country; it would take us too far afield to speak about those 
of other countries. 

Addressing ourselves now to the task of determining the 
morality of the holding company we must first of all lay 
down the priniciples according to which we must settle the 
question. Most of them are found in the encyclical of His 
Holiness Pius XI, “Quadragesimo Anno,” and it will be 
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profitable to use his own words as much as possible., His 
Holiness says: 


The right to own private property has been given man by nature, 
or rather by the Creator Himself, not only in order that individuals 
may be able to provide for their own needs and those of their families, 
but also that by means of it the goods which the Creator has destined 
for the human race may serve their (twofold) purpose. 

It follows from the twofold character of ownership (namely, as a 
means to secure not only the private but also the common welfare) 
that men must take into account not only their own advantage, but 
also the common good. 

To define in detail these duties (namely of promoting by private 
property the individual and social welfare and of avoiding what is 
contrary to it), when need occurs and when the natural law does not 
do so, is the function of Government. Provided that the natural and 
divine law be observed, the public authority, in view of the common 
good, may specify more accurately what is licit and what is illicit for 
property owners in the use of their possessions. The defining of pri- 
vate possessions (what individuals and societies or corporations may 
own and use, how they may acquire ownership, and the rest) has been 
. left by God to man’s own industry and to the laws of the individual 
peoples. 


Speaking of the evils which must be remedied, the Pope 


says: 


It is patent that in our days not only is wealth accumulated, but 
immense power and despotic economic domination is concentrated in 
the hands of a few, and that those few are frequently not the owners, 
but the trustees and directors of invested funds, who administer them 
at their own good pleasure. 

This power becomes particularly irresistible when exercised by those 
who, because they hold and control money, are able also to govern 
credit and determine its allotment, for that reason supplying, so to 
speak, the life-blood to the entire economic body, and grasping, as it 
were, in their hands the very Soul of production, so that no one dare 
breathe against their will. 

This concentration of power has led to a threefold struggle for 
domination. First, there is the struggle for dictatorship in the eco- 
nomic sphere itself; then the fierce battle to acquire control of the 
State, so that its resources and authority may be abused in the eco- 
nomic struggle; finally the clash between the States themselves. 

The State, which should be supreme arbiter . . . intent upon jus- 
tice and the common good, has become a slave, bound to the service 
of human greed and passion. 


- Among the objects which must be striven after with all 
care and energy His Holiness mentions these: “Every effort 
must be made that at least in future only a just share of the 
fruits of production be permitted to accumulate in the hands 
of the wealthy.” 
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Moreover, the Pope wants that “free competition which 
within certain limits is just and productive of good results,” 
but not that laissez faire policy which “gives free rein to 
dangerous individualistic ideals.” He condemns the “eco- 
nomic supremacy which within recent times has taken the 
place of free competition,” “is a headstrong and vehement 
power,” “needs to be curbed strongly and ruled with pru- 
dence,” and “controlled sternly and uncompromisingly.” 

From all that has been said so far it follows that it is 
the bounden duty of the government to pass and to execute 
energetically laws which prevent flagrant violations of indi- 
vidual and social justice and charity in the economic sphere, 
and likewise to enact other laws which prescribe certain ways 
in which economic justice and charity must be practiced, if 
the common good is not to suffer serious harm, or society is 
not to be deprived of very important blessings. 

In particular, the State has the right and at times the duty 
to forbid actions, arrangements, societies which in themselves 
are not morally wrong, but contain a special danger of abuse. 
Thus it may forbid savings banks to invest their funds in 
certain ventures, or persons to organize societies which may 
lead to harmful monopolies, or command that certain drugs 
or other chemicals be sold only with labels stating all the 
elements of their composition. 

The laws thus passed bind in conscience, for they are 
but determinations of the duty which every citizen has of 
codperating for the common welfare; and according to sound 
ethics the civil authority is empowered and obliged by the 
Creator to specify this duty of the citizen. Moreover, the 
studious evasion of the law and the intentional frustration 
of the object which the law intends to attain in the matter of 
individual and social justice by such means as a recourse to 
mere technicalities is morally wrong. Legal innocence and 
moral innocence are not the same. 

In order to judge the morality of any society we must 
consider the end for which it is instituted, the means which 
according to its constitution it is to employ to attain this end, 
the moral dangers which necessarily accompany the means 
chosen, and the safeguards which it must use to avoid these 
dangers. For we define a society as the moral and constant 
union of individuals or groups bound to pursue a common 
end in a certain more or less definite manner. The right to 














MORALITY OF HOLDING COMPANIES 231 





form societies for lawful ends which are to be attained by 
lawful means is given man by the Creator who made him a 
social being, that is to say, a being apt, inclined, and in a 
way necessitated to live and work with his fellows for his own 
and their benefit. 

Therefore, the first element to be considered in deciding 
the morality of the holding company is its end, which accord- 
ing to the definitions given before, consists in acquiring and 
exercising a material influence, if possible, a perfect control 
of other companies. This control and influence is not morally 
wrong as long as it does not violate justice and charity, above 
all as long as it does not develop into that “domination” men- 
tioned above. Nay, such an influence may be a real bene- 
fit, as we shall see more in detail when we examine the four 
specific purposes which we mentioned at the beginning. Of 
course, it is presupposed that the holding company is run by 
men who are severely honest, socially minded, and fully com- 
petent. To deny that such men can be found in this country 
would mean that we must despair of our fellow-citizens and 
that the United States are intellectually and morally bank- 
rupt. Men who are well grounded in sound ethics and sound 
economics have assured the writer of the existence of really 
good and unobjectionable holding companies. It is these 
men who are urging the passage by the State legislatures and 
by Congress of laws which will drive the corrupt companies 
out of existence and force the holding companies throughout 
the Union to do business according to correct ethics and eco- 
nomics. 

Let us now consider the four purposes for which, accord- 
ing to Bonbright, holding companies are formed. The idea 
of the holding company began to be exploited in this country 
when the Sherman Anti-Trust Law forced the dissolution of 
the large companies which had been formed by a merger of 
smaller concerns. The holding company, though lacking 
some of the advantages the “trusts” secured, adds others 
which the trusts did not offer. Though in the eyes of the 
general public it is practically identical with the trusts, it is 
not so in the eyes of the law. For according to American 
jurisprudence a company which holds only a stock interest 
in an operating concern, a railroad, a utility or industrial 
corporation, a bank, is “not affected with a public interest” 
and, therefore, not subject to the Sherman Anti-Trust Law. 
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According to the argumentation of the corporation lawyers 
the trusts fell under the ban of that law because they entered 
the field of production, merged companies, deprived them of 
their corporate existence and directly assumed their work, 
while the holding company leaves them intact, lets them con- 
tinue their work, and assumes only functions which do not 
directly produce the goods and services which the public de- 
sires. 

It is true that many holding companies are not “pure” 
holding companies, but also “operate,” that is to say, be- 
sides the four functions of exercising a central and unified 
control and direction, financing their subsidiaries, capitaliz- 
ing them, and pyramiding the voting control, these holding 
companies engage also in production, banking, etc. Com- 
panies which do this, are called “parent companies.” Thus 
the Pennsylvania Railroad Company is a parent company, 
operating its own lines and the lines of other companies whose 
physical property has been leased to it, while the socalled 
New York Central System is a pure holding company; such 
was also the Standard Oil Company of New Jersey. 

Bearing these things in mind we take up the question of 
the morality of the first purpose of the holding company, 
namely, central and unified control and direction. This con- 
trol may be exercised over concerns of the same kind; over 
concerns which engage in the different stages of producing 
certain articles or in producing articles for which the waste 
and residue of other articles are needed; and over concerns 
which deal in altogether different lines of business. The 
first combination is called horizontal, for example, the combi- 
nation of railroads, of banks, of telegraph and telephone 
companies, of oil producing concerns. The second is called 
a vertical combination, such as that of corporations which 
engage in the different processes of the iron and steel in- 
dustry: blast furnaces, rolling mills, tube-works, locomotive 
works, works producing other machinery. The third is called 
the circular combination, such as a combination of meat- 
packing and fruit-canning, or, to give an example of a hold- 
ing company of this kind, an arrangement in virtue of which 
the holding company through its possession of the majority 
of the voting stock and through other means controls mining, 
transportation, power, and banking concerns. 

Now it cannot be denied that the centralized control and 
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direction of hitherto independent concerns which are brought 
together in a horizontal or vertical combination can be bene- 
ficial to the general public as well as to the corporations. It 
can secure for the corporations a useful codperation, harmon- 
izing their individual activities, buying for them the raw ma- 
terial which they need at lower prices through larger orders, 
preyenting cut-throat competition, dividing orders for busi- 
ness among the corporations of the same class according to 
a just distribution, rendering “high power” advertising un- 
necessary, securing for similar concerns first class expert ad- 
visers and managers for whose services the individual com- 
panies could not pay without increasing their overhead ex- 
penses too much and thus either materially reducing the law- 
ful profit of their shareholders or unduly screwing up the 
prices for the public. The saving thus effected will benefit 
all. 

Moreover, it may happen, for instance, that two railroads 
ought to codperate and reciprocate for the benefit of the 
public as well as their own. A mere “gentlemen’s agreement” 
is hardly effective enough, an outright merger is not only justly 
forbidden by the Sherman-Clayton Law but could be posi- 
tively detrimental for the stockholders of one of the roads. 
The author has in mind the actual case of two railroads which 
ought to be and are united by means of a holding company. 
But the larger of the two does not do as lucrative a business 
as the smaller, which is hardly more than a coal-carrier, but 
very favorably situated. If the roads were simply merged 
their profits would have to be pooled and the fewer share- 
holders of the smaller road would have to divide the amount 
by which the dividend of their concern surpasses that of the 
greater with the more numerous shareholders of the latter. 

The objections which can be raised against the holding 
company on the score of unjust centralized control and di- 
rection are numerous enough. Bonbright, Flynn, and Har- 
per’s Monthly give instances enough. The writer of this 
article prefers merely to give facts without mentioning the 
names of the companies involved. Holding companies have 
acquired the control of establishments with the intention, suc- 
cessfully carried out, of running them into the ground and 
securing their business for other subsidiaries in which their 
directors were really interested. Let us remark in passing 
that a holding company always attempts to place its own men 
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on the board of directors of the subsidiaries. At other times 
these men divert more and better business, which by right 
ought to go to a certain subsidiary, to their favorite corpora- 
tion and thus are guilty of a very unethical discrimination. 
The minority of the shareholders of the injured companies, 
as Bonbright justly remarks, too frequently are unable to 
obtain redress, either because litigation is too expensive for 
them, or because it is impossible to furnish evidence which 
holds in court, for the simple reason that the holding com- 
pany has too many means to cover its tracks. 

Again it does happen that the direction lies with a small 
group or even with one man who does not understand the 
proper direction of a subsidiary and dictates to it a policy 
which is ruinous. If that group consists of bankers and 
other capitalists who have no idea of the work of an indus- 
trial concern, but can see only a way to make money for 
their own corporation, the result is plain. 

It has also happened that holding companies which were 
hopelessly bankrupt tried to save themselves by securing 
control of other companies without informing them of the 
risk they were taking in the combination. Not a few of the 
destructive bank failures which occurred during the last years 
were due to this piece of dishonesty, as the investigations of 
the committee appointed by the Senate of the United States 
proved to evidence. A holding company can commit this 
crime all the more easily because it can get hold of the securi- 
ties of other concerns by merely exchanging them for its own 
securities, which in reality may be as worthless as waste 
paper. 

Furtherm@re, a holding company acts against social jus- 
tice and charity if it obtains control of companies which 
neither need nor want it. These companies have a natural 
right to independence; and it is for the best interests of the 
country to secure not only for its individual citizens but for 
its private corporations as much of reasonable independence 
in business as possible. Not without reason does Pius XI 
say: “It follows from the twofold character of ownership (as 
means to promote not only the private but the common wel- 
fare) that men must take into account not only their own 
advantages, but also the common good.” It is to be lamented 
that even well-meaning men forget often enough this twofold 
character and think that as long as individuals suffer no ma- 
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terial loss which can be expressed in dollars and cents, every- 
thing is all right. j 

Finally, the holding company may push its control and 
direction so far that it acquires that domination which Pius 
XI condemns; it stifles all competition, wields an invincible 
monopoly, fixes prices, “holds and controls money, governs 
credit, and determines its allotments, grasps, as it were, in its 
hands the very soul of production, so that no one dare 
breathe against its will.” And with this ensues that “three- 
fold struggle for domination . . . for dictatorship in the eco- 
nomic sphere itself; then the fierce battle to acquire control 
of the State, so that its resources and authority may be 
abused in the economic struggle; finally the clash between 
the States themselves.” We see this verified to its full extent 
in the case of the international bankers; but it also takes 
place on a smaller scale within nations and States. 

The second object of the holding company is unified 
financing. This is effected chiefly in two ways. The holding 
company, issuing its own stock, either sells it to the public 
and lends the money thus obtained to the subsidiary, or it 
gives its securities (but always less than fifty per cent of the 
voting stock) to the subsidiary and receives in return an 
equal amount of the latter’s securities. This mode of uni- 
fied financing is profitable for subsidiaries which experience 
difficulties in selling their stock because they are not suffi- 
ciently known, because the banks and the public in general 
are slow to accept their issues, or because as a limited and 
local enterprise they have a smaller chance of making money. 
By a limited enterprise we understand one which, on ac- 
count of the goods or services in which it deals, has always a 
rather dull season; thus a firm that deals in ice has com- 
paratively little business in winter, one that deals in fuel is 
slack in summer; while a fuel and ice company is busy all the 
year round. This second activity of holding companies in 
itself is morally unobjectionable. The only danger is that 
they may charge too much for their services; for instance, 
they may exact a higher interest on a loan than the law 
permits. 

While in this second kind of activity the holding com- 
pany is formed and exists before and independently of the 
operating company, in the third kind it presupposes the ex- 
istence of the latter and is formed out of it, namely, when it 
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is formed and used for capital inflation or further capitaliza- 
tion of the operating concern ‘out of which and for the benefit 
of which it is organized. If a corporation organized under 
the authority of a certain State to do business in that State 
intends to issue more stocks and bonds without acquiring new 
assets on which these securities are to be based, it needs the 
permission of that State; and in order to obtain permission, 
it must submit a detailed statement of all its assets, liabilities, 
etc. This it may not wish to do for various reasons; for 
example, because by that statement it would be evident that 
it is evading to some extent the tax laws and would, in conse- 
quence, be sued for back taxes and be taxed higher for the 
future. It may also be that its “equity” (the amount which 
would be left to it if all its indebtedness were paid), is rather 
small, and that it wants to make a better showing by in- 
creasing the stock and bonds. Furthermore, it may desire 
to issue a larger.amount of securities than the State commis- 
sion would allow. Therefore it has recourse to the expedient 
of forming a holding company. The majority stockholders 
must first of all decide in which State they will take out ar- 
ticles of incorporation; for no corporation can do any busi- 
ness except that which is specified in these articles. More- 
over, at one time most States had anti-trust laws which for- 
bade the formation of holding companies; but when New 
Jersey began to issue charters for them many followed its 
example. Finally, it is more expedient for the holding com- 
panies to work under a charter issued by a State different 
from that in which they do at least their principal business 
and which is more lenient with them. Next they obtain the 
charter and organize. Hereupon the majority stockholders 
of the original company, let us call it “Company A,” go as 
stockholders of Company A to themselves as the president 
and board of directors of the holding company, which we will 
call “Company B,” and exchange their securities in Company 
A for those of Company B, share for share. Now bear in 
mind that, even though the shares of Company A have been 
transferred to Company B, they still remain assets of Com- 
pany A, and that Company A has now new assets in the 
securities it got from Company B on which it can issue new 
stock of its own. It does so and sells the entire issue to 
Company B. Company B obtains the money to pay for them 
by issuing debentures, preferred and common stock of its own 
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based upon the new issue bought from Company A which it 
sells to the public, taking care, however, not to get rid of too 
much of the common stock lest it lose the voting control in its 
own concern. 

“A clever trick,” you say; but is it not in reality “eating 
one’s cake and keeping it?” Thoughtless persons may en- 
joy the trickery, but what must an earnest moralist say about 
such an evasion of the law and such play with crooked 
technicalities? The general public will loudly condemn such 
a practice only when it fails and people lose in consequence 
of it. But is it dishonest only when it inflicts pecuniary 
losses? Are the demands of social justice and obedience to 
the spirit of the law mere suggestions of something that 
means higher virtue but imposes no obligation in conscience? 
The words of Pius XI certainly imply more than a mere 
exhortation to practice virtuous acts of social justice and 
charity as works of supererogation. While it is true that 
the neglect of the duties of charity and social justice does 
not induce the obligation of making restitution, nevertheless 
it is sinful. We must distinguish between works of charity 
whose omission is not positively uncharitable, and those 
whose neglect positively violates charity; between works 
whose omission merely leaves undone things which promote 
the common welfare and those whose omission positively in- 
jures the common welfare. 

The last purpose of the holding company is “‘pyramided 
stock control with a minimum amount of investment.” It 
would take too long to describe the details of the process as 
it actually takes place with all its possible manipulations. 
However, the plan may be briefly explained by the following 
outline: Suppose we have a large business concern capitalized 
at 150 millions of dollars; 50 millions in bonds, 50 millions in 
preferred non-voting stock, 50 millions in common or voting 
stock. To get control of this business the promoters have to 
secure only a little more than 50 per cent of the common 
stock. Let us assume that they obtain 26 millions. They 
form Holding Company No. 1, transferring to it all this 
stock. Holding Company No. 1 on this stock issues and sells 


10 millions of bonds 
6 millions of preferred stock 
4 millions of common stock 


Total: 20 millions 
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This is the part of the investment which is already taken 
out of the original sum and left free for further ventures. 
They now control the business worth 150 millions by the 
comparatively small investment of 6 millions. 
Now they form Holding Company No 2, transferring 
to it those 6 millions, on which as a basis they issue and sell: 
2 millions of bonds 


1 million of preferred stock 
1 million of common stock 


Total: 4 millions withdrawn and left free for other ven- 
tures. 


They now control the 150 millions by the slender sum of 
2 millions. 

Now they form Holding Company No. 3 to take care of 
the 2 millions of the original investment which are still tied 
up in the business; they issue and sell: 

$500,000 bonds and debentures 


500,000 preferred stock 
400,000 common stock 


Total: $1,400,000 withdrawn from the business. 


Thus they now control with an investment of $600,000. 
Finally they organize Holding Company No. 4 to take 
care of the $600,000 left. This issues and sells: 


$200,000 debentures 
200,000 preferred stock 
95,000 common stock 


Total: $495,000 taken out. 


With the remaining $105,000 they now control 150 millions 
and five companies. In other words, seven ten-thousandths 
of the capital controls the whole business, or seven cents 
control one hundred dollars, or, if this financial structure 
which every financier of some experience will declare to be 
unsafe and bound to fail sooner or later comes to grief, the 
promoters will lose seven cents for every one hundred dollars 
lost by the public. 

This is a fictitious case which we have proposed for the 
purpose of showing what pyramiding can do. We may justly 
doubt whether in reality the process will ever be pushed to 
such extremes. However, Bonbright gives an instance in 
which more than two billions five hundred millions are con- 
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trolled by an investment of less than twenty millions; in 
other words, less than 1/125 of the capital controls the en- 
tire business. 

When explaining the definition of the holding company 
we said that it controls other companies or materially in- 
fluences them by holding voting stock and through other 
means. Bonbright gives instances of holding companies 
which do not hold a majority of the voting stock but only 
a minority of it. In this case that minority interest is 
propped up by other means. Such are contracts, advisory 
functions, services, interlocking directorates, community of 
individual stockholders, common officers, voting trusts, and 
family relations, the father controlling one, the son another, 
the brother or son-in-law another. 

However, pyramiding becomes objectionable for other 
reasons besides the power which it gives. First among them 
is the danger of the collapse of these financial structures, 
which involves the ruin of many, often of persons who have 
no means of repairing their losses. How many have during 
the last five years been deprived of all the savings made in 
the course of a long life to provide for old age; how many 
small business men have been utterly ruined through the 
failures of banks which were holding companies or their sub- 
sidiaries. Nor is this to be wondered at. For the arrange- 
ment, the working, and the manipulations of these institu- 
tions are so complicated that not even “wizards” can suffi- 
ciently oversee them. The profession of ignorance which 
some of them made when testifying under oath before the 
Senate Committe which had been charged with the investiga- 
tion of their failures was, in the writer’s opinion, in accord- 
ance with the truth; for nobody can have a comprehensive 
idea of all the intricacies of the machine they have built. 
Moreover, the whole mechanism is so involved that the 
failure of one part is apt to ruin the whole machinery. 

There remain quite a number of further objections which 
a moralist ought to make against the big holding companies. 
There is the chance of covering up ethically and legally 
wrong manipulations. The moves of the men who direct 
them can be made so secretly that they escape even expert 
accountants and examiners. One reason for this lies in the 
possibility “of passing the ball so far down the line that no- 
body knows where it is.” 
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It is the general practice for the stockholder of the oper- 
ating companies which are taken over by a holding company 
to receive, as consideration for his stock in the operating 
company, non-voting stock in the holding company; thus he 
is kept in complete ignorance of what is going on. As a mat- 
ter of law, he is left with little more than the faint hope that 
a group of men appointed as the board of directors by the 
promoters of the holding company to run the enterprise for 
his benefit will actually work for his best interest. Of course, 
this complaint applies not only to the holding company but 
to many other. corporations; but it has far more force against 
the holding company. The ordinary stockholder never can 
know whether it gives him his due. 

A more serious complaint concerns the holding com- 
panies which do business beyond the territory of the State 
in which they are incorporated: namely, that there is no 
authority to regulate them and call them to account. It is 
a serious defect of our laws that while a corporation work- 
ing under the charter of one State can do business in the 
entire Union, only the State issuing the charter can regu- 
late it and hold it responsible, and this only with regard 
to the activity it exercises within the limits of that State. 
The powers of the federal authority are restricted to some 
comparatively few matters which concern the Interstate 
Commerce and Trade Commission and the execution of the 
federal income tax, the custom duties, the federal liquor law 
and the postal regulations. . . . 

Father Wilfrid Parsons in America called attention to an- 
other complaint when he wrote: “Holding company was piled 
on holding company, each receiving a wage out of the operat- 
ing company’s production, though it did not produce itself. 
The issuing of these holding-company stocks went on without 
any legal supervision, and much of it was accompanied with 
grave loss to the investors, and even to the operating company 
in which labor had an interest in the partnership.” . . . 

Now to sum up. The holding company taken in the ab- 
stract is not objectionable from a moral point of view; it 
becomes such on account of the ends and purposes for which 
it is used and the means which it employs. The danger of its 
abuse is all the greater on account of the secrecy which it can 
secure for its manipulations and the absence of an authority 
that can regulate, supervise, and, where needed, punish it. 





